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OOO UUU RRR    VVV III SSS III OOO NNN

We want to be…
Known and trusted as the best source in Kentucky state government
for financial, property, and administrative services.

OOO UUU RRR    MMM III SSS SSS III OOO NNN

Our mission is…
To enable our customers to achieve their missions through leadership
in the delivery of quality services, effective administration, and sound
financial management.

OOO UUU RRR    VVV AAA LLL UUU EEE SSS

We value…
♦  Public service
♦  Honesty and Integrity
♦  Fairness
♦  Professionalism
♦  Teamwork
♦  Continuous Improvement
♦  Responsibility and Accountability
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F&A Cabinet Alignment with Governor’s Goals
The Finance and Administration Cabinet is responsible for making access to
governmental services efficient, effective and easy.  The Cabinet, through its various
agencies, supplies the administration and oversight to build and lease buildings,
purchase commodities, manage the state’s financial resources and create the
processes that make state government go.  As we strategically plan for our future, our
focus is on our customers, our employees and our processes as we strive to deliver the
best possible service.

Our Cabinet’s plan works to support the Governor’s goal to “set Kentucky on the path to
achieving economic opportunity and a standard of living above the national average in
20 years” in each of the six statewide strategies.

1. Promoting Economic Development: The Finance and Administration Cabinet
contributes to the economic growth of the Commonwealth by creating job
opportunities through the award of state contracts for products and services. Our
plan contains methods to encourage minority and disadvantaged business
participation and measures the dollars generated through the awarding of state
contracts. These construction projects provide local job opportunities for
contractors, subcontractors and minority and disadvantaged business enterprises
all across Kentucky.

2. Improving Education Product: Through minority vendor education and
enhancement of employees’ professional skills, the Finance and Administration
Cabinet works to improve the education of a vast number of constituencies.
Armed with the right tools and the knowledge of state government procedures,
minority vendors are more likely to participate in the bidding process for state
contracts. Likewise, employees who receive appropriate and adequate training
are more confident and productive and better able to effectively serve our wide
range of customers.

3. Building Self-Sustaining Families: The Cabinet strives to offer our employees
a positive work environment in which they have career advancement
opportunities, as well as room for personal and professional growth. Our plan
focuses on retaining experienced and valuable employees and reducing
employee absenteeism by providing opportunities for professional development,
career enhancement and continuing education.
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F&A Cabinet Alignment with Governor’s Goals
-Continued-

4. Strengthening Efficiency and Operations of Government: From the
construction, renovation and maintenance of state government facilities to the
purchase of commodities and the management and audit of state finances, the
Finance and Administration Cabinet’s primary goal is to find better, easier and
more efficient means to conduct the business of Kentucky state government.
Under our plan, we will continually gather information on process improvement,
enhance communication efforts and measure the satisfaction of our customers
and employees.

5. Reducing Crime and its costs to Society: The Finance and Administration
Cabinet works to achieve the best value for the Commonwealth in the
construction of prison facilities, thereby holding down costs associated with the
designing and building of correctional facilities. As in all our construction projects,
we are working toward the completion of facilities on time and within budget.
Additionally, the Cabinet is committed to providing a safe and secure work
environment for all of our employees, as well as the citizens who visit our
workplaces every day.

6. Improving Quality of Life: The Finance and Administration Cabinet improves
the quality of life for all Kentuckians by responsibly managing the state’s financial
resources. The Cabinet also contributes to the cultural enrichment of all
Kentuckians through the management, maintenance and preservation of all
state-owned historic properties. These important structures, such as the majestic
Capitol building, Old Capitol building and Old Governor’s Mansion, chronicle our
history and provide all visitors to these beautiful facilities with a sense of
Kentucky’s rich heritage.

Our Cabinet’s goals and objectives focus on obtaining increased levels of satisfaction
from our customers and employees of the Commonwealth.  We look forward to the
challenge of implementing our plan and learning from the information that we will obtain.
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Fund Management
The Finance and Administration Cabinet is, by statute, responsible for “coordinating and
supervising the fiscal affairs and fiscal procedures of the Commonwealth.”  The
Secretary of the Cabinet is the chief financial officer of the state.

The Cabinet is to prescribe a “unified accounting system” for the purpose of accurately
recording and reporting all receipts and expenditures in a “fund” structure.  This is
accomplished through the Management Administrative Reporting System (MARS),
which is an electronic accounting software package that provides budgeting,
purchasing, accounting and reporting functions for all of the state’s many funds.

The chief operating fund of the Commonwealth is the General Fund.  Tax receipts
primarily compose the fund’s revenues.  The remainder are miscellaneous financing
sources, led by transfers in from other funds.  These sources, along with any funds
carried forward from the previous year, provide the funds available for expenditure in a
year.

Expenditures from the General Fund occur in all three branches of government:
Executive, Legislative, and Judicial.  Available resources included in the following charts
were allocated to each respective agency based on the provisions of the appropriations
bills enacted by the General Assembly.

The following chart provides a comparison of available resources to the total
Commonwealth expenditures within the General Fund (excluding revenue and
expenditures attributed to Tobacco Settlement Funds).  Resources are divided into
Revenue, Beginning Balance, Continuing Appropriation and Other Sources.  As is
required by the Constitution, expenditures never exceed available funds.
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Investments Management
The State Investment Commission (Commission) is charged with overseeing the
Commonwealth's investment programs pursuant to Kentucky Revised Statute (KRS)
42.500. The Commission is comprised of the Governor, Treasurer, Secretary of the
Finance and Administration Cabinet and gubernatorial appointees who represent the
Kentucky and Community Bankers Associations. The Commission delegates the day-to-
day management of the Commonwealth's investments to the Office of Financial
Management (OFM).

The Commonwealth's investments have been categorized into four distinct
classifications or "pools."

1. The Short-Term Pool provides liquidity and ensures there are sufficient funds
available to pay for government services each day.

2. The Intermediate-Term Pool is the largest investment pool and consists of
Agency fund investments, state-held component unit and fiduciary fund accounts
held for the benefit of others by the state.

3. The Long-Term Pool is the smallest investment pool and invests funds that have
a longer time horizon of approximately 3-5 years and where liquidity is not a
serious concern.

4. The remaining fund is the Bond Proceeds Pool, where capital construction bond
proceeds are invested until expended for their intended purpose pursuant to
Internal Revenue Service guidelines.

The purpose of these investment pools is to provide economies of scale that enhance
yield; ease of administration for both the user agencies and OFM; and increased
accountability and control.
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Debt Management
The Office of Financial Management (OFM) is responsible for the review and approval of all
debt issued in the name of the Commonwealth. In this capacity, the office seeks to achieve
the lowest debt service costs consistent with sound financial principles and program
objectives.

The Commonwealth’s indebtedness is classified as either appropriation supported or non-
appropriation supported debt.

Appropriation Supported Debt carries the name of the Commonwealth and currently
consists of project revenue obligations of one of the debt-issuing agencies created by the
Kentucky General Assembly to finance various projects.  The obligations are subject to
state appropriations for all or a portion of the debt service on the bonds.  Project revenue
bonds pledge, as security for repayment of the debt, the revenues produced by the projects
funded.  Project revenue bonds are not a direct obligation of the Commonwealth, but in
some cases, the associated revenues are derived partially or solely from biennial
appropriations of the General Assembly.

Non-appropriation or moral obligation debt carries the name of the Commonwealth for the
benefit and convenience of other debt issuing entities within the state.  The bonds are
special obligations of the issuer, secured and payable solely from the sources pledged for
the payment thereof and do not constitute a debt, liability, obligation or a pledge of the faith
and credit of the Commonwealth.

Agency 6/30/1999 6/30/2000 6/30/2001 6/30/2002
Appropriation Supported Debt--State 2,986,495,970$   3,014,593,913$    3,407,643,000$    3,906,675,382$    
Appropriation Supported Debt--Universities General Fund 485,815,000$      445,215,000$       367,500,000$       328,890,000$       
Appropriation Supported Debt--Universities Agency Fund 117,643,000$      97,158,000$         191,073,000$       188,363,000$       
Non-Appropriation Supported Debt--Moral Obligation Debt 1,623,530,000$   1,853,325,000$    1,902,010,000$    1,994,475,000$    
Non-Appropriation Supported Debt--Project Revenue Debt 37,785,000$        36,165,000$         34,475,000$         32,710,000$         
Total 5,251,268,970$   5,446,456,913$    5,902,701,000$    6,451,113,382$    

Office of Financial Management
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Debt Management, continued
OFM monitors the interest rate and call provisions for appropriation supported debt issued in the
name of the Commonwealth and compares that rate to the current prevailing rate for similar
debt in the open market.   In general, tax-exempt bonds can be advance refunded only one time
under current Internal Revenue Service guidelines.  An advance refunding is one that occurs
prior to the call date, which is a date usually ten years from the date the bonds were originally
issued.  If a re-issuance of the bond would result in a savings of approximately five percent,
OFM will normally re-finance the bond.  OFM also considers the value of the options should
rates decline before executing the one-time refunding opportunity.

If the bond has reached its call date, OFM applies a slightly different rule in evaluating a
potential refunding candidate.  If a refunding will result in a one percent savings per year for
bonds with less than five years to maturity, and at least twice the cost of the re-issuance, OFM
will normally refund the bond.

The following chart reflects the average interest rates on state debt for the most recent four
years.

OFM is also responsible for compiling economic data and calculating the amount of debt that
can be issued in the name of the Commonwealth and still maintain favorable bond ratings.
Several factors are used in this analysis, including comparing the amount of debt to the total
Commonwealth property value, total Commonwealth population, total Commonwealth personal
income, and total government revenues.  The following chart provides the amount of debt
compared to personal income for the last six years.  The chart demonstrates that while the
overall amount of debt (as shown on the previous page) has increased, when compared to
personal income, the percentages are less than those five years ago.
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Capital Construction Management
Finance has the responsibility to oversee the majority of all Commonwealth capital
construction activities.  Exceptions to this include universities that have taken the option
afforded them in KRS 164A.560 to perform those functions themselves.  Murray State
University, the University of Louisville, and the University of Kentucky have chosen to
perform these functions themselves.

Commonwealth capital construction activities are tracked through MARS in the Capital
Projects Fund.  Construction projects are appropriated by the General Assembly identifying
the funding sources and a general description of the project.  It is the responsibility of the
Department for Facilities Management (Facilities) to scope the project to fit those available
resources, design the construction, and then to perform the construction.  The majority of
the architectural, design, and construction work is outsourced.  Facilities performs the
procurement functions for that work and then monitors its execution to ensure the result
meets the intent of the General Assembly, and the needs of the customer.  The following
charts display the total capital projects, for which Facilities was responsible, that included
design or construction activities, which were active at the end of each fiscal year.

The above project appropriation includes components for which Facilities is not responsible.
The following charts present the budget and the obligation (expenditure + encumbrance) of the
design and construction phases of the projects.
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Accounting Transactions
MARS is the Commonwealth’s official system of record for all
financial inquiries. One of the primary requirements of any financial
system is the ability to process transactions in support of accounting
events in a timely fashion, and store details of those transactions as an
audit trail, for future inquiries.  Through MARS, the Office of the State
Controller has continued the receipt of the Certificate of Achievement
for Excellence in Financial Reporting for the Comprehensive Annual
Financial Report (CAFR) from the Government Finance Officers
Association.  There are only eight (8) states that have received this
certificate more times than Kentucky.

It is equally important for a financial system to provide the Commonwealth’s financial
and programmatic managers information that assists them in planning, executing and
reporting activity for their programs in the appropriate level of detail for any research
they may need to capture.  This information is all captured at the time of transaction
input, and stored nightly on the Commonwealth’s Management Reporting Database
(MRDB).  In the MRDB the detail transactions for each of the previous four years are
available for Commonwealth managers and auditors.  The chart below reflects
transactions for each of the past four years, excluding those required to restate the
Commonwealth activity for the CAFR.
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Payment Processing
The Finance and Administration Cabinet (F&A) is charged with the effective financial
operation of the Commonwealth. All Commonwealth payments are first recorded and
validated through MARS.  There are three methods by which the Commonwealth issues
payments for goods, services, grants, and other liabilities: Check, Electronic Funds
Transfer (EFT’s), and Federal Wire Transfers (Fedwires).  During the fiscal year that
ended June 30, 2003, Finance authorized payments exceeded $65 billion, which
includes the billions of dollars in payments for the purchase and re-purchase of
investments.  The amount of lead-time the Commonwealth has prior to the payment due
date, the issuance cost to the Commonwealth, and the method of payment receipt
desired by the payee provide the basis for determination of the payment method.  The
following charts document the total count of payments over the past four years.

The primary MARS process that issues payments is commonly called “Checkwriter”.  It
is used to issue large blocks of payments to payees that are not the providers of goods
and services of the Commonwealth, by receiving electronic files of payment information
from other automated systems in the Commonwealth.  The information MARS stores for
these payments is not as extensive as that stored for other payments.  Examples of
these payments include retiree, payroll, and public assistance payments.  The following
graphs document the makeup of these payments over the last four years.
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Payment Processing, continued
MARS also provides the ability to enter payment information directly into the on-line
components of the system.  Procurement payments are entered into the Procurement
Desktop (PD) system, and non-procurement type payments are entered directly into the
Advantage Financial System (ADVANTAGE).  The following chart provides the counts
of all payments entered directly into PD and ADVANTAGE that are paid through checks
and EFT’s.

The Commonwealth strives to identify EFT payment opportunities where vendors can
be paid without the need to notify them in any written format of the associated payment;
thereby, saving on print and mail costs.  Examples of these EFT payments currently
issued through entry directly into the online MARS modules include payments to
elementary and secondary schools for the Support Education Excellence in Kentucky
(SEEK) program, and property rental payments.

Finance developed a computer system in 2002 whereby the Commonwealth can
establish a relationship with vendors to provide goods and/or services to the various
Commonwealth agencies, but send one electronic bill to Finance for all the agencies
supported.  Finance will pay this one bill, and then distribute the charges to all affected
agencies.  This type of program provides benefits to both the vendor and the
Commonwealth.
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Payment Processing, continued
EFT’s are an efficient method of payment when the Commonwealth has a long-term
relationship with the payee.  Two examples of these relationships are retirement
payments: those made by the Kentucky Retirement System to retired county, state
police, and state employees; and payments by the Kentucky Teachers Retirement
System to retired teachers.  Another example is the payroll payments made by the
Personnel Cabinet to current state employees.  The EFT process for employee
payments is provided as an employee benefit, since Payroll still issues a pay stub which
must be delivered to each employee, even when paid through EFT.  For the first time, in
fiscal year 2002, the count of EFT payments exceeded check payments for Payroll.
The following charts and tables provide the counts and percentages of these
checkwriter payments through checks and EFT’s.

Check EFT
% 

EFT Check EFT
% 

EFT

2000 283,476 680,957 71 339,881,061 765,833,719 69

2001 267,798 759,270 74 346,490,334 888,652,360 72

2002 250,803 832,649 77 347,401,344 1,028,759,639 75
2003 239,251 907,827 79 372,575,992 1,182,805,675 76

KY Retirement and KY Teachers Retirement Payments
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Check EFT
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EFT Check EFT
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EFT

2000 623,323 529,500 46 407,716,870 410,458,202 50

2001 602,503 570,525 49 411,076,028 455,377,993 53

2002 578,631 615,203 52 412,614,609 508,675,011 55
2003 561,418 636,320 53 411,754,351 536,517,675 57
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